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prise. While this Is true temporarily, the improvements made
by the corporation necessarily enhance the value of the prop-
erty and ultimately lead to increased dividends, so that in the
long run a tax on dividends would still reach the corporation.

The real objection to the dividends tax is of quite a dif-
ferent character. It is utterly inadequate when applied to
those corporations which have bonded indebtedness. Thus
one corporation having no bonds may earn enough to pay
dividends of five per cent on its stock, while another, with
the same earnings, may have devoted half to the payment of
interest on bonds, and only half to the payment of dividends.
A tax on dividends, while nominally just, would be actually
most unjust, for one corporation would pay just twice as
much as the other. The objection has been recognized in
American legislation, but only once. The United States
internal revenue law of 1864 provided for a five per cent
tax (raised from three per cent in 1862), which, in the case
of railroads, canals, turnpike, navigation and slackwater
companies, was imposed on all dividends, as well as on
all coupons or on all interest, on evidences of indebted-
ness and on all profits carried to the account of any fund.
In the case of those companies which were not pre-
sumed to have any bonded debt, like banks, trust com-
panies, savings institutions and insurance companies, the
tax was imposed only on dividends and surplus. The
federal law, indeed, violated strict consistency in impos-
ing a gross earnings tax also on transportation and on certain
insurance companies; but the correct implication in the
law was the inadequacy of a tax on dividends alone. In
fact, the objections to the dividends tax are closely analogous
to those which we found in the capital stock tax as compared
with the tax on stock plus debt. Its great defect is that it
reaches only a part of the corporate earning capacity.

We thus come finally to the tax on net earninys, or rather
on net receipts, profits or income. This is the most logical
form of corporate taxation. The tax is not, like the gross
earnings tax, unequal in its operation. It holds out no